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1 . I am the inventor of the invention described and claimed in the above-captioned 
patent application. I am familiar with the claims and specification of the above-referenced 
application. 

2. I am Managing Director of Cypress Capital Corporation, an independent 
municipal advisory firm representing public political subdivision clients in the Louisiana area. 
Indianola Development Company, LLC, is the assignee of this application. 

3. Prior to forming Cypress Capital Corporation in 1990, 1 was employed by 
Howard, Weil, Labouisse, Friedrichs, Inc, New Orleans, LA, a regional broker/dealer as an 
investment banker in their Public Finance Department for several years in the late 1980s. Before 
joining Howard, Weil I was employed as an attomey at Cox, Huppenbauer & Osbome, New 
Orleans, LA, a law firm exclusively engaged in municipal finance practice, which I joined in 
1979. I am a Graduate of Duke University and the Tulane University School of Law and a 
member of the Louisiana bar. Thus, I have twenty-nine years experience in the public finance 
industry, and have provided services to clients fi-om the legal and financial perspective. 

4. A material obligation borne by larger public entities I have represented has been 
the fimding of pension plans for their employees. Pension plans are considered long-term debt 
and all my practices have involved long term debt issues. 

5. The accoimting treatment of activities imdertaken by corporate entities and public 
entities differ. Activities of corporate entities (which may be publicly or privately held) are 
govemed by the Financial Accounting Standards Board (TASB'), including activities relating to 
their respective private pension fiinds for corporate employees. Activities of public political 
subdivisions, typically entities created by state statute performing governmental fimctions, are 
govemed by an independent Governmental Accounting Standards Board ('GASB'), including 
activities relating to their respective public pension funds for public employees. 

6. Activities relating to the acquisition and sale of life settlement contracts as an 
asset class are determined according to the standards of FASB or GASB depending upon which 
accoimting regime governs the entity acquiring the asset - FASB for corporate entities and 
GASB for public entities. Valuation treatment options differ under the two regimes. The FASB 
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express rules for treatment of life settlement contracts are more restrictive. Public entities under 
GASB have no such express limitation on valuation of life settlement contracts. 

7. Before 2006, the FASB rules required that the life settlement contract be valued 
as of the reporting date at the cash surrender value of the life settlement contract, or the contract 
value adjusted for the cost and any premiums paid during the previous period. See Exhibit A, the 
Financial Accounting Services FASB Technical Bulletin No. 85-4 issued November 10, 1985. 
For accounting purposes, a loss must be recorded, as the cost of the contract purchase price for 
the life settlement contracts and maintenance costs will exceed the cash surrender value of the 
life settlement contracts. 

See also on this point, the Berkshire Hathaway Inc. 2004 Annual Report at page 22 
(Exhibit B), which described the accounting treatment for life settlement contracts as "an 
accounting rule that mildly distorts our financial statements in a pain-today, gain tomorrow 
manner." 

See also on this point, the Berkshire Hathaway Inc. 2005 Annual Report at page 65 
(Exhibit C), which described the accounting treatment for valuing life settlement contracts as the 
excess of cash paid to purchase these contracts over the cash surrender value at the date of 
purchase plus periodic maintenance costs, such as premiums necessary to keep the underlying 
policies in force. This calculation normally computes a loss, as the cost of the contract purchase 
price and maintenance costs will exceed the cash surrender value. 

See also on this point. Form 10-Q for Berkshire Hathaway Inc. for Q/E 9/30/05 (Exhibit 

D) . Form 10-Q reiterates the valuation process described in Exhibits A-C. 

8. In 2006, FASB modified 85-4 and permitted more latitude in the valuation of life 
settlement contracts. See on this point the FASB STAFF POSITION No. FTB 85-4-1 (Exhibit 

E) . Note the definition for a "life settlement contract" on page one thereof. In Exhibit E at page 
2 is it explained that an investor may elect to account for investments in life settlement contracts 
using either an investment method or a fair value method. Under the investment method, an 
investor shall recognize the initial investment at the transaction price (contract purchase price) 
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plus direct external costs, and continuing costs such as policy premiums to keep the policy in 
force will be capitalized. A gain will not be realized until the insured dies. See paragraph 
number 6 of Exhibit E. If the fair value method is elected, then the investor shall recognize the 
initial investment at the transaction price. Then the investor shall re-measure the investment at 
fair value in its entirety at each reporting period (usually annually, but quarterly reports may be 
issued). See paragraph No. 8 of Exhibit E; There is no reference to probability of payment, i.e., 
'probability of death,' as there is in the Actuarial Standards definition of Actuarial Present 
Value. Paragraph 17 of Exhibit E indicates that the fair valuation is keyed on life expectancy 
analysis performed on each individual insured rather than on an actuarial basis, which is a basis 
that projects mortality based on the experience of a pool of individuals. (The Social Security 
mortality tables, for example, are based on a pool of 100,000 individuals.) 

9. A calculation operation comparing the two methods is provided in Exhibit F. 
This calculation operation comparison illustrates why the claimed operation results in a value 
transformation not disclosed or implemented in the prior art. Exhibit F discloses on the left side 
of the first page the assumptions for the calculation operations. The assumptions are: 

A) There is a death benefit of $ 1 000 

B) The purchase price is 20% of the death benefit, i.e., $200 

C) The annual premiums are 4% of the death benefit, i.e., $40 

D) The insureds age is 80 years old 

E) The life expectancy of the insured is 7 years 

The Fair Value at the time of purchase is the purchase price (in our example 
$200.) The Fair Value method requires increasing that value by some reasonably determined 
factor each reporting/valuation period. The factor that is used in our example is calculated by 
dividing one by the original life expectancy (1/7 or 14%) each year, multiplied by the original 
value-the transaction cost. The Fair Value calculation thus starts at the transaction purchase 
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price of $200 and increases that value annually by 14% of the purchase price. The result of this 
annual calculation is shown in the Fair Value column on the right side of the page. 

The Actuarial Present Value calculation operation, in contrast, is based on a probability of 
death. Going to the page marked "80'' at the top, this page is the Death Probability Per Period for 
a Male Aged 80. The first horizontal line in the chart represents the probability for a male aged 
80. This line indicates a Death Probability of 0.075760 based on a pool of 42,221 males with a 
life expectancy of 7.23 years. The Adjusted Death Probability is listed as 0.0757600. The 
Adjusted Death Probability is the probability of the 80 year old dying during any given future 
period (the total of all the annual Adjusted Death Probability figures adds up to 1 .00). This 
Adjusted Death Probability calculation is based on the Death Probability figures from a given 
mortality table. The 2000 Social Security Period Life Table is used in this instance. A present 
value factor of 0.9661 8 is used for males with this life expectancy. The Actuarial Present Value 
calculation operation based on the "80" year old sheet, for each period, comprises: the Adjusted 
Death Probability times the Present Value Factor times the Death Benefit. The Present Value 
Factor in this calculation is l/(l+interest rate)^Period. A similar calculation is made as each age 
is reached. In this regards, the page marked "81" in Exhibit F is the Death Probability Per 
Period for a Male Aged 81 . The page marked "82" in Exhibit F is the Death Probability Per 
Period for a Male Aged 82. 

The result of this calculation operation on an annual basis is shown in the last 
column on the first page of Exhibit F, labeled "Actuarial Present Value." The difference 
between the "Actuarial Present Value" column and the "Fair Value" column on the first page of 
Exhibit F illustrates the value transformation generated by the system. 

10. CONCLUSION: A life settlement held by a corporate entity or its pension 
system will be valued in accordance with the specific FASB rules for life settlement contracts 
(currently 85-5-1) on an investment method or fair value method, both of which methods limit 
the value by not incorporating probability of payment, i.e., the probability of death. 
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Additionally, there is a significant difference between a Fair Value 
determination under FASB, as compared to an Actuarial Present Value calculation operation 
performed in the context of the present claimed system, as shown in Exhibit F. 

11. I hereby declare that all statements made herein, unless otherwise indicated, 
are of my own knowledge and are true, and that all statements made on information and belief 
are believed to be true; and further that these statements were made with the knowledge that 
willful false statements and the like so made are punishable by fine or imprisonment, or both, 
under 18 U.S.C, § 1001, and that such willful false statements can jeopardize the validity of 
any patent issuing from the captioned application or claiming the benefit of its priority. 

Dated: ^ Sg:^?>r£^uar£^. 2008 



Signed by: 




Robert B. Phelps 
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At our sessions, I tell the newcomers the story of the Tennessee group and its spotting of Clayton 
Homes, I do this in the spirit of the farmer who enters his hen house with an ostrich egg and 
admonishes the flock: "I don't like to complain, girls, but this is just a small sample of what the 
competition is doing." To date, our new scouts have not brought us deals. But their mission in 
life has been made clear to them. 

You should be aware of an accounting rule that mildly distorts our financial statements in a pain- 
today, gain-tomorrow manner. Berkshire purchases life insurance policies from individuals and 
corporations who would otherwise surrender them for cash. As the new holder of the policies, we 
pay any premiums that become due and ultimately - when the original holder dies - collect the 
face value of the policies. 

The original policyholder is usually in good health when we purchase the policy. Still, the price 
we pay for it is always well above its cash surrender value ("CSV"). Sometimes the original 
policyholder has borrowed against the CSV to make premium payments. In that case, the 
remaining CSV will be tiny and our purchase price will be a large multiple of what the original 
policyholder would have received, had he cashed out by surrendering it. 

Under accounting rules, we must immediately charge as a realized capital loss the excess over 
CSV that we pay upon purchasing the policy. We also must make additional charges each year for 
the amount by which the premium we pay to keep the policy in force exceeds the increase in CSV. 
But obviously, we don't think these bookkeeping charges represent economic losses. If we did, 
we wouldn't buy the policies. 

During 2004, we recorded net "losses" from the purchase of policies (and from the premium 
payments required to maintain them) totaling $207 million, which was charged against realized 
investment gains in our earnings statement (included in "other" in the table on page 17). When 
the proceeds from these policies are received in the future, we will record as realized investment 
gain the excess over the then-CSV. 

Two post-bubble governance reforms have been particularly useful at Berkshire, and I fault myself 
for not putting them in place many years ago. The first involves regular meetings of directors 
without the CEO present. I've sat on 19 boards, and on many occasions this process would have 
led to dubious plans being examined more thoroughly. In a few cases, CEO changes that were 
needed would also have been made more promptly. There is no downside to this process, and 
there are many possible benefits. 

The second reform concerns the "whistleblower line," an arrangement through which employees 
can send information to me and the board's audit committee without fear of reprisal, Berkshire's 
extreme decentralization makes this system particularly valuable both to me and the committee. 
(In a sprawling "city" of 180,000 - Berkshire's current employee count - not every sparrow that 
falls will be noticed at headquarters.) Most of the complaints we have received are of "the guy 
next to me has bad breath" variety, but on occasion I have learned of important problems at our 
subsidiaries that I otherwise would have missed. The issues raised are usually not of a type 
discoverable by audit, but relate instead to personnel and business practices. Berkshire would be 
more valuable today if I had put in a whistleblower line decades ago. 

Charlie and I love the idea of shareholders thinking and behaving like owners. Sometimes that 
requires them to be pro-active. And in this arena large institutional owners should lead the way. 

So far, however, the moves made by institutions have been less than awe-inspiring. Usually, 
they've focused on minutiae and ignored the three questions that truly count. First, does the 
company have the right CEO? Second, is he/she overreaching in terms of compensation? Third, 
are proposed acquisitions more likely to create or destroy per-share value? 
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Investment and Derivative Gains/Losses 

A summary of investment and derivative gains and losses follows. Dollar amounts are in millions. 

2005 2004 2003 



Investment gains/losses from - 

Sales and other disposals of investments - 





$5,831 


$1,527 


$2,873 




544 


61 


338 




(114) 


(19) 


(289) 


Life settlement contracts 


(82) 


(207) 




Other 




267 


374 




6,196 


1,629 


3,296 


Derivative gains/losses from - 










(955) 


1,839 


825 


Other 


253 


21 






(702) 


1,860 


825 


Gains/losses before income taxes and minority interests 


5,494 


3,489 


4,121 


Income taxes and minority interests 


1.964 


1,230 


1,392 






$2.259 


$2.729 



Investment gains or losses are recognized upon the sales of investments or as otherwise required under GAAP. The 
timing of realized gains or losses from sales can have a material effect on periodic earnings. However, such gains or losses 
usually have little, if any, impact on total shareholders' equity because most equity and fixed maturity investments are carried at 
fair value, with the unrealized gain or loss included as a component of other comprehensive income. 

For many years, Berkshire held an investment in common stock of The Gillette Company ("Gillette"). The Procter & 
Gamble Company ("PG") completed its acquisition of Gillette on October 1, 2005. On that date, PG issued 0.975 shares of 
common stock for each outstanding share of Gillette common stock, Berkshire recognized a non-cash pre-tax investment gain of 
approximately $5 billion upon the conversion of the Gillette shares for PG shares. Berkshire's management does not regard the 
gain that was recorded, as required by GAAP, as meaningful. Berkshire intends to hold the shares of PG just as it has held the 
Gillette shares. The gain recognized for financial reporting purposes is deferred for income tax purposes. The transaction 
essentially had no effect on Berkshire's consolidated shareholders' equity because the gain included in earnings in the fourth 
quarter was accompanied by a corresponding reduction of unrealized investment gains included in accumulated other 
comprehensive income as of September 30, 2005. 

The other-than-temporary impairment losses reflected in the table above represent the adjustment of cost to fair value 
when, as required by GAAP, management concludes that the investment's decline in value below cost is other than temporary. 
The impairment loss represents a non-cash charge to earnings. See Note 1(d) to the Consolidated Financial Statements for a 
summary of the factors considered in the judgment process. Gains and losses from the ultimate sale of securities in which other- 
than-temporary impairments were previously recorded are included in sales of investments. 

Prior to January 1, 2004, Berkshire accounted for investments in life settlement contracts on the cost basis, which 
included the initial purchase price plus subsequent periodic maintenance costs. Beginning in 2004, as a result of obtaining 
information that suggested the SEC believed a different accounting method should be used, life settlement investments are 
accounted for under FASB Technical Bulletin ("FTB") 85-4 "Accounting for Purchases of Life Insurance." Under FTB 85-4, 
the life settlement contracts are carried at the cash surrender value of the contract. The excess of the cash paid to purchase these 
contracts over the cash surrender value at the date of purchase is recognized as a loss inunediately and periodic maintenance 
costs, such as premiums necessary to keep the underlying policies in force, are charged to earnings immediately. The pre-tax 
loss in 2004 included $73 million with respect to life settlement contracts held at December 31, 2003. Despite the accounting 
loss recorded for these contracts, management believes the current value of the contracts is no less than the cost basis and 
believes these contracts will produce satisfactory earnings. 

Derivative gains and losses from foreign currency forward contracts arise as the value of the U.S. dollar changes 
against certain foreign currencies. Small changes in certain foreign currency exchange rates produce material changes in the fair 
value of these contracts and consequently can produce exceptional volatility in reported earnings. The potential for such 
volatility declined in 2005 as the notional value of open contracts declined approximately $7.6 billion to $13.8 billion as of 
December 31, 2005. During 2005, the value of most foreign currencies decreased relative to the U.S. dollar. Thus, forward 
contracts produced pre-tax losses. Conversely, the value of many foreign currencies rose relative to the U.S. dollar in 2004 and 
2003, and Berkshire's contract positions produced significant pre-tax gains. 

During 2004 and 2005, Berkshire has also entered into other derivative contracts pertaining to credit default risks of 
other entities as well as equity price risk associated with major equity indexes. Such contracts are carried at estimated fair value 
and the change in estimated fair value is included in earnings in the period of the change. These contracts are not traded on an 
exchange and independent market prices are not consistently available. Accordingly, considerable judgment is required in 
estimating fair value. 



65 



FORM 10-Q Q/E 9/30/05 

Item 2. Management's Discussion and Analysis of Financial Condition and Results of Operations (Continued) 

Investment Gains/Losses 
A summary of investment gains and losses follows. Dollar amounts are in millions. 





Third Quarter 


First Nine Months 




2005 


2004 


2005 


2004 


Investment gains/losses from - 










Sales of investments - 












$ 270 


$ 303 


$ 698 


$ 813 




341 


35 


544 


58 




(10) 


(3) 


(55) 


(15) 


Foreign currency forward contracts 


29 


412 


(897) 


207 




(16) 


(22) 


(68) 


(154) 


Other 


127 


42 


154 


230 


Investment gains/losses before income taxes and minority interests 


741 


767 


376 


1,139 




261 


249 


133 


378 




S 4SQ 


$ 518 


$ 243 


% 761 



Prior to January 1 , 2004, Berkshire accounted for investments in life settlement contracts on the cost basis. Therefore, 
the cost of the investment included the initial purchase price plus periodic maintenance costs. Beginning in 2004, as a 
result of obtaining information which suggested that the SEC believed that a different accounting method should be used, 
these investments are being accounted for under FASH Technical Bulletin ("FTB") 85-4 "Accounting for Purchases of Life 
Insurance." Under FTB 85-4, the carrying value of each contract at purchase and at the end of each reporting period is 
equal to the cash surrender value of the contract. Cash paid to purchase these contracts that is in excess of the cash 
surrender value at the date of purchase is recognized as a loss immediately and periodic maintenance costs, such as 
premiums necessary to keep the underlying policy in force, are charged to earnings immediately. The life insurance 
benefits are payable to the Company. The pre-tax loss in the first nine months of 2004 included $73 million related to life 
settlement contracts held at December 31, 2003. Despite the accounting loss recorded for these contracts, management 
views these contracts to have a current value no less than the cost paid for the policies plus any subsequent maintenance 
costs and believes these contracts will produce satisfactory earnings. In 2005 the FASB proposed a staff position ("FSP") 
which addresses investments in life settlement contracts. If the proposed FSP is adopted, Berkshire's accounting for life 
settlement contracts will change to the cost method, which would result in the reversal of essentially all of the losses 
recorded in 2004 and 2005. 

Gains and losses from foreign currency forward contracts arise as the value of the U.S. dollar changes against certain 
foreign currencies. Small changes in certain foreign currency exchange rates can produce material changes in the fair value 
of these contracts given the relatively large net notional value of Berkshire's open contracts ($16.5 billion as of September 
30, 2005) and consequently, may produce exceptional volatility in reported earnings in a given period. During the first 
nine months of 2005, the value of most foreign currencies decreased relative to the U.S. dollar. Thus, forward contracts 
produced pre-tax losses in 2005 of $897 million for the first nine months. Correspondingly, over the first nine months of 
2004, the value of many foreign currencies rose relative to the U.S. dollar, and Berkshire's contract positions produced a 
pre-tax gain of $207 million. Berkshire first began "shorting" the U.S. dollar in 2002 and since inception in 2002 through 
September 30, 2005, has recognized pre-tax gains of $2.1 billion from foreign currency forward contracts. 

For many years, Berkshire has held an investment in common stock of The Gillette Company ("Gillette"). On January 
28, 2005, The Procter & Gamble Company ("PG") announced it had signed an agreement to acquire 100% of Gillette. 
Under the terms of the agreement, PG agreed to issue 0.975 shares of its conmion stock for each outstanding share of 
Gillette common stock. The transaction closed on October 1, 2005. Accordingly, Berkshire will recognize a non-cash pre- 
tax investment gain of approximately $5 billion upon the conversion of the Gillette shares for PG shares. Berkshire's 
management does not regard the gain that will be recorded, as required by GAAP, as meaningful. Berkshire intends to 
hold the shares of PG just as it has held the Gillette shares. The gain recognized for financial reporting purposes will be 
deferred for income tax purposes. The transaction will have no effect on Berkshire's consolidated shareholders* equity 
because the gain included in earnings in the fourth quarter will be accompanied by a corresponding reduction of unrealized 
investment gains included in accumulated other comprehensive income as of September 30, 2005. 
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FASB STAFF POSITION 
No. FTB 85-4-1 

Title: Accounting for Life Settlement Contracts by Third-Party Investors 
Date Posted: March 27, 2006 



Introduction 

1. This FASB Staff Position (FSP) provides initial and subsequent measurement 
guidance and financial statement presentation and disclosure guidance for investments by 
third-party investors in life settlement contracts. This FSP also amends certain provisions 
of FASB Technical Bulletin No. 85-4, Accounting for Purchases of Life Insurance, and 
FASB Statement No. 133, Accounting for Derivative Instruments and Hedging Activities, 

Background and Scope 

2. A life settlement contract for purposes of this FSP is a contract between the owner of 
a life insurance policy (the policy owner) and a third-party investor (investor) and has the 
following characteristics: 

a. The investor does not have an insurable interest (an interest in the survival of the 
insured, which is required to support the issuance of an insurance policy). 

b. The investor provides consideration to the policy owner of an amount in excess of 
the current cash surrender value of the life insurance policy. 

c. The contract pays the face value of the life insurance policy to an investor when 
the insured dies. 

This FSP addresses both transactions in which a broker facilitates settlement transactions 
between the policy owner and the investor, and transactions that do not involve a broker. 

3. Prior to the issuance of this FSP, an investor in a life settlement contract accounted 
for the investment in accordance with Technical Bulletin 85-4, which requires that the 
amount that could be realized under the insurance contract be reported as an asset. 
Application of Technical Bulletin 85-4 results in the investor expensing, on the date of 
purchase, the excess of the purchase price of the life settlement contract over the cash 
surrender value of the underlying insurance policy. 

Issue 

4. Questions have arisen as to the appropriateness of applying the guidance in Technical 
Bulletin 85-4 to life settlement contracts. An owner of a life insurance policy may enter 
into a life insurance contract for a variety of reasons including estate planning, 
compensation arrangements, and investing purposes. However, many constituents 
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believe that for life settlement contracts acquired for investing purposes, using the cash 
surrender value fails to reflect the economic substance of the investing activities. 

FASB Staff Position 

5. An investor may elect to account for its investments in life settlement contracts using 
either the investment method or the fair value method. The election shall be made on an 
instrument-by-instrument basis and is irrevocable. The election shall be supported by 
concurrent documentation or a preexisting documented policy for automatic election. 

Investment Method 

6. Under the investment method, an investor shall recognize the initial investment at the 
transaction price plus all initial direct external costs. Continuing costs (policy premiums 
and direct external costs, if any) to keep the policy in force shall be capitalized. The 
investor shall not recognize a gain until the insured dies, at which time the investor shall 
recognize in earnings (or other performance indicators for entities that do not report 
earnings) the difference between the carrying amount of a life settlement contract and the 
life insurance proceeds of the underlying life insurance policy. 

7. An investor shall test an investment in a life settlement contract for impairment if the 
investor becomes aware of new or updated information that indicates that the expected 
proceeds from the insurance policy will not be sufficient to recover the carrying amount 
of the investment plus anticipated undiscounted future premiums and capitalizable direct 
external costs, if any, when the insured dies. Factors include, but are not limited to, a 
change in expected mortality and a change in the creditworthiness of the issuer of the 
underlying insurance policy. A change in interest rates would not of itself require an 
investment in a life settlement contract to be tested for impairment. An investor shall 
recognize an impairment loss if the expected undiscounted cash inflows (typically, the 
insurance proceeds) are less than the carrying amount of the investment plus anticipated 
undiscounted future premiums and capitalizable direct external costs, if any. If an 
impairment loss is recognized, the investment shall be written down to fair value. The 
fair value measurement shall consider current interest rates. 

r Fair Value Method 

8. Under the fair value method, an investor shall recognize the initial investment at the 
transaction price. In subsequent periods, the investor shall remeasure the investment at 
fair value in its entirety at each reporting period and shall recognize changes in fair value 
in earnings (or other performance indicators for entities that do not report earnings) in the 
period in which the changes occur. The investor should account for premiums paid and 
life insurance proceeds received on the same financial reporting line as the changes in fair 
value are reported. 
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Financial Statement Presentation 

Presentation on the Statement of Financial Position 

9. An investor shall report its investments that are remeasured at fair value on the face 
of the statement of financial position separately from those accounted for under the 
investment method. To accomplish that separate reporting, an investor may either: 

a. Display separate line items on the statement of financial position for the fair value 
method and investment method carrying amounts; or 

b. Present the aggregate of those fair value method and investment method carrying 
amounts and parenthetically disclose the amount of those investments accounted 
for under the fair value method included in the aggregate amount. 

Presentation in the Income Statement 

10. An investor shall report the investment income from its investments in life settlement 
contracts that are remeasured at fair value on the face of the income statement separately 
from the investment income from those accounted for under the investment method. To 
accomplish that separate reporting, an investor may either: 

a. Display separate line items on the income statement for the investment income 
from the investments in life settlement contracts that are accounted for under the 
fair value method and investment method; or 

b. Present the aggregate of the investment income in life settlement contracts and 
parenthetically disclose the investment income from those investments accounted 
for under the fair value method that are included in the aggregate amount. 

Presentation in the Statement of Cash Flows 

11. An investor shall classify cash receipts and cash payments related to life settlement 
contracts pursuant to FASB Statement No. 95, Statement of Cash Flows (as amended), 
based on the nature and purpose for which the life settlements were acquired. 

Disclosure Requirements 

12. An investor shall disclose its accounting policy for life settlement contracts including 
the classification of cash receipts and cash disbursements in the statement of cash flows. 
The disclosure requirements in paragraphs 13-19 do not eliminate disclosure 
requirements included in other U.S. generally accepted accounting principles 
pronouncements, including other disclosure requirements on the use of fair value. 
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Investment Method 

13. An investor shall disclose the following for life settlement contracts accounted for 
under the investment method based on the remaining life expectancy for each of the first 
five succeeding years from the date of the statement of financial position and thereafter, 
as well as in the aggregate: 

a. The number of life settlement contracts 

b. The carrying value of the life settlement contracts 

c. The face value (death benefits) of the life insurance policies underlying the 
contracts. 

14. An investor shall disclose the life insurance premiums anticipated to be paid for each 
of the five succeeding fiscal years to keep the life settlement contracts in force as of the 

. date of the most recent statement of financial position presented. 

15. If the investor becomes aware of new or updated information that causes it to change 
its expectations on the timing of the realization of proceeds from the investments in life 
settlement contracts, the investor shall disclose the nature of the information and the 
related effect on the timing of the realization of proceeds from the life settlement 
contracts. This includes disclosing significant changes to the amounts disclosed in 
accordance with paragraph 13 of this FSP. However, an investor shall not be required to 
actively seek out new or updated information to update the assumptions used in 
determining the remaining life expectancy of the life settlement contracts. 

Fair Value Method 

16. An investor shall disclose the method(s) and significant assumptions used to estimate 
the fair value of investments in life settlement contracts, including any mortality 
assumptions. 

17. An investor shall disclose the following for life settlement contracts accounted for 
under the fair value method based on remaining life expectancy for each of the first five 
succeeding years from the date of the statement of financial position and thereafter, as 
well as in the aggregate: 

a. The number of life settlement contracts 

b. The carrying value of the life settlement contracts 

c. The face value (death benefits) of the life insurance policies underlying the 
contracts. 

18. The investor shall disclose the reasons for changes in its expectation of the timing of 
the realization of the investments in life settlement contracts. This includes disclosing 
significant changes to the amounts disclosed in accordance with paragraph 17 of this 
FSP. 

L 
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19. An investor shall disclose the following for each reporting period presented in the 
income statement: 

a. The gains or losses recognized during the period on investments sold during the 
period 

b. The unrealized gains or losses recognized during the period on investments that 
are still held at the date of the statement of financial position. 

Amendment to Technical Bulletin 85-4 

20. Technical Bulletin 85-4 is amended as follows: [Added text is underlined.] 
a. Footnote 1: 

The provisions of this Technical Bulletin apply to all entities that purchase life 
insurance in which the entity is either the owner or beneficiary of the contract, 
without regard to the funding objective of the purchase other than life settlement 
contracts referred to in the last sentence of this paragraph . Such purchases would 
typically include those intended to meet loan covenants or to fund deferred 
compensation agreements, buy-sell agreements, or postemployment death 
benefits. Purchases of life insurance by retirement plans that are subject to FASB 
Statement No. 35, Accounting and Reporting by Defined Benefit Pension Plans, 
are not addressed by this Technical Bulletin. A purchase of a life settlement 
contract that meets the scope requirement of FASB Staff Position FTB 85-4- K 
"Accounting for Life Settlement Contracts by Third-Party Investors." should be 
accounted for under FSP FTB 85-4-1 and is not addressed bv this Technical 
Bulletin. 

Amendment to Statement 133 

21. Statement 133 is amended as follows: [Added text is underlined and d e leted t e xt is 
Gtruck out. ] 

a. Paragraph 10(g), as amended: 

Investments in life insurance. A policyholder's investment in a life insurance 
contract that is accounted for under FASB Technical Bulletin No. 85-4, 
Accounting for Purchases of Life Insurance , or FASB Staff Position FTB 85-4-K 
"Accounting for Life Settlement Contracts by Third-Party Investors ," is not 
subject to this Statement. Th e e xc e ption in this subparagraph aff e cts only th e 
aooountinp bv th e policyhold e r: it This does not affect the accounting by the 
issuer of the life insurance contract. 
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Effective Date and Transition 

22. The guidance in this FSP shall be applied to fiscal years beginning after June 1 5, 
2006. Earlier application is permitted as of the beginning of an investor's fiscal year, 
provided that the investor has not yet issued its first quarter financial statements for that 
fiscal year. An investor shall apply the guidance prospectively for all new life settlement 
contracts. At the date of adoption, an investor shall make a one-time irrevocable election 
to account for its currently held life settlement contracts on an instrument-by-instrument 
basis using either the fair value method or the investment method and recognize a 
cumulative-effect adjustment to beginning retained earnings. The disclosure requirements 
of this FSP shall be applied as of the most recent statement of financial position or 
income statement presented. 

23. An investor shall disclose the following in the fiscal period of adoption in which a 
change in accounting principle is made: 

a. The nature of and reason for the change in accounting principle 

b. The cumulative effect of the change on retained earnings in the statement of 
financial position as of the date of adoption. 

24. Financial statements of subsequent periods from the date of adoption need not repeat 
the disclosures required by paragraph 23 of this FSP. 
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1. Probability of dying within one year. 

2. Number of survivors out of 100,000 bom alive. 

3. Probability of dying during a given period for male aged 

(takes into account his survival in prior periods) 
Source: SSA Period Life Table, 2000 
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1 . Probability of dying within one year. 

2. Number of survivors out of 1 00,000 bom alive. 

3. Probability of dying during a given period for male aged 

(takes into account his survival in prior periods) 
Source: SSA Period Life Table, 2000 
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